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A N N U A L REPORTS are attracting more attention today 
than ever before. This is not surprising when one considers 
the magnitude of the business expansion that has been 
taking place across the country, both in the number of 
new businesses and in the size of existing ones. Not only 
are there more shareholders or owners vitally concerned 
with the progress of the business concerns in which they 
have a financial stake, but there is an ever-increasing 
number of other persons whose livelihood is connected 
in one way or another with the success of particular com-
panies. There is also the fast-expanding group of analysts, 
brokers and dealers who are continually reviewing and 
assessing the progress being made by business concerns in 
order to be sufficiently informed to advise on investments. 
Mounting Demand for Informative Reports 
All these interested persons are looking more and more 
to the annual reports of business concerns for results and 
trends of operations and for information on future plans. 
The requirements of these persons vary considerably as 
regards the extent of detailed information they would 
like to have included in annual reports. They are all 
anxious to be well informed, however, and are becoming 
increasingly vocal in expressing their views on the short-
comings of annual reports in such areas as financial 
presentation, uniformity in the application of accounting 
principles, and management reporting in general. 
If the particular requirements of the readers of annual 
reports are to be fully met, it seems obvious that a con-
siderable amount of advance planning is necessary. I t is 
the purpose of this article to review how the job of 
preparing a good annual report should be tackled and 
what material should be included. It has already been said 
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that there are various groups of readers who have an 
interest in the annual reports of business concerns; these 
groups may be broken down as follows: 
(1) Employees. As more and more employees acquire 
shares in the companies for which they work, and since 
their job security is dependent on the profitability of their 
employers, it is natural that the results of the year will be 
of special interest to them. 
(2) Labor unions. The activities and operations of 
companies that provide employment to their members 
are of continuing interest to labor unions. Annual reports 
enable labor unions to better interpret these activities and 
operations for their members. 
(3) Customers. As customers have become more 
numerous and widespread, companies (especially those in 
the consumer products field) have devoted themselves 
more and more to preparing elaborate and attractive 
annual reports which illustrate and describe their products 
and generally show interest in the affairs of their 
customers. 
(4) Credit grantors (which would include bankers). 
(5) Investment analysts. Probably no group has shown 
as much interest in recent years in company annual 
reports as have the investment analysts. While this and 
other groups have access to other sources of information 
on company activities and operations, annual reports are 
nevertheless looked upon as an extremely important 
source, one which brings a company's record up to date. 
Format of Reports Has Changed 
Company annual reports, supplemented by interim 
statements, provide the chief means by which shareholders 
and others are kept informed of the activities and opera-
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tions of companies in which they are interested. Indi-
vidual investors and investment analysts use financial and 
other information included in annual reports to make 
decisions on whether to buy, hold or sell stocks. 
Over the years, company annual reports have changed 
from concise, formal and rather forbidding documents to 
attractive, illustrated pamphlets. The annual reports of 
some companies (even some of the largest) have been 
kept simple while others have become elaborate, expensive 
productions with a multitude of graphs, charts and illus-
trations. Annual reports of the latter type, in particular, 
are closely associated with company public relations 
programs. 
Analysts Need Factual Data 
The needs of those who read company annual reports 
often vary widely. Proportionately, a large number of 
individual investors are not interested in reading through 
lengthy annual reports laden with technical information, 
graphs and charts, although illustrative material seems to 
be universally popular. Investment analysts, on the other 
hand, are anxious to have as much useful, factual data as 
possible, together with a complete resume of company 
operations and management's comments. It is interesting 
to note that some companies are now preparing financial 
and operating supplements that carry additional informa-
tion for the particular use of investment analysts. This 
latter practice serves the dual purpose of supplying 
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detailed information to those who find it useful while 
helping to avoid incorrect interpretations of condensed 
figures. It also eliminates the cost of sending such addi-
tional information to hundreds, perhaps thousands, of 
shareholders who are not interested in it. 
The attitude of management in deciding what should 
be included in the annual report is probably the most 
important factor of all in the ultimate success or failure 
of the report. To produce a successful report, manage-
ment must have a genuine desire to describe fully the 
year's operations and to take a look at the future. 
Although annual reports will vary from company to 
company depending on such factors as size of company, 
number of shareholders and field of business, all should 
be such that shareholders and other readers can effectively 
judge the operations of a company, its financial condition, 
the abilities of its management and its future plans. 
How to Draft an Annual Report 
The preparation of the annual report should be the 
responsibility of a member of management who should 
draft for the approval of management as a whole, and 
of the directors, his conception of what form the report is 
to take as to content, format and grade of paper. He 
should then call upon the talents of those who are best 
able to contribute the material that is to be included. In 
the case of the more elaborate annual reports the advice 
of public relations and advertising personnel would 
usually be obtained. 
To make it as interesting as possible management 
should be alert to including timely topics of particular 
interest to readers, and to experimenting with format and 
ways of presenting material so as to arouse interest. Both 
the narrative report and the financial statements present 
management with a marvellous opportunity to tell the 
company's story in an inspiring way. All this requires 
imagination and interest, and the results can be im-
pressive. 
What the Report Should Contain 
Although the information to be found in annual re-
ports varies, both as to content and order of presentation, 
it is suggested that the following items should form the 
basic foundation. The list of contents to be indexed in 
front should include: 
• Highlights of the Year. 
• List of Directors and Officers. 
• Directors' Report. 
• Financial Statements. 
• Auditors' Report. 
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• Statement of Source and Application of Funds. 
• Ten-Year Review. 
• Company Information. 
Highlights of the Year 
This includes vital statistics (mainly in dollars) of the 
year's operations side by side with those of the previous 
year. The following are the more important items in-
cluded: quantity of product produced; net sales; net 
earnings before income taxes; income taxes; net earnings; 
net earnings per common share; net earnings as a per-
centage of sales; dividends declared on common shares 
(also on preferred shares, if any) ; dividends declared per 
common share; capital expenditures; working capital; 
funded debt; number of shareholders; number of em-
ployees; total payroll; materials and services purchased. 
Directors and Officers 
I t is helpful for shareholders, in electing directors and 
being informed on company management, to have in-
cluded in the annual report a list of directors and officers. 
It is also helpful if the directors' business or professional 
affiliation and the officers' company positions are given. 
Directors' Report 
The directors' report, which is usually signed by the 
president alone or by the chairman and president together, 
affords a company an ideal opportunity of establishing 
a close rapport with its shareholders and other readers. 
An increasing number of companies appear to be avail-
ing themselves of this opportunity, there being fewer and 
fewer companies that take the view that the less informa-
tion given the better. 
The financial information included in the directors' 
report is intended to expand on figures appearing in the 
financial statements. It should not be repetitive of infor-
mation already given in the financial statements but 
should be presented so as to fan the reader's interest. 
The directors' report should show a willingness to dis-
cuss frankly important transactions and problems en-
countered during the year. Such problems may be in the 
operational sphere or may possibly involve such matters 
as income measurement or depreciation policy. Probably 
the most important characteristics of a good directors' 
report are that it be imaginative, human and sincere. The 
more common topics included in directors' reports are : 
(a) Financial references to net sales and net earnings, 
including comparisons with the previous year; to income, 
sales and excise taxes; to depreciation, with comments on 
policy where depreciation charged in the accounts is sig-
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nificantly different from capital cost allowances claimed 
for tax purposes; to dividend policy, including com-
parisons with the previous year; to capital structure, in-
cluding changes in funded debt position; to working 
capital position. 
(b) The Canadian economic climate generally. 
(c) Conditions in the particular industry or line of 
business. 
(d) Company operations, including those conducted 
in other countries: quantity of product produced and 
sold; selling prices; quality control; advertising pro-
grams; marketing programs; labor negotiations; wage 
rates. 
(e) Plans for capital expenditures: information on 
authorized capital expenditure programs, including 
reference to cost savings, increased efficiency and added 
capacity; reference to source of capital required to achieve 
program objectives (new financing or internally gen-
erated funds). 
(f) Plans for future financing: information, if avail-
able, on likely amounts and types of financing over the 
next few years. 
(g) Raw material sources and supply. 
(h) Research and development activities: information 
on amounts of money spent each year on basic research 
and development of processes, on the nature of the work 
being done and on the results of the program (new 
products). 
(i) Foreign exchange conditions as they affect the 
company. 
(j) Employee relations. 
(k) Personnel changes. 
(1) Nature and dollar significance of company acqui-
sitions or disposals: acquisitions of other companies, 
where of significance, with information on past perform-
ance and on future plans for the added units. 
(m) Outlook for the coming year. By the time the 
annual report is being written, management would have 
formulated its plans for the ensuing year. Shareholders 
are anxious to be kept abreast of such plans just as they 
look forward to hearing about the year just past. Man-
agement's comments on the year ahead, cautious though 
they may have to be at times, are of great important to 
shareholders and investment analysts alike. 
Financial Statements 
Financial statements are intended to portray effectively 
to their readers a clear picture of the financial condition 
and operating results of a company. To accomplish this, 
close attention should be given to the following points: 
(1) Appearance. The general appearance of financial 
statements is important in attracting the reader's interest. 
(2) Language. Technical jargon only serves to confuse 
readers. The language used should be as simple as pos-
sible for most effective communication. 
(3) Uniformity of accounting principles. While ac-
countants agree that financial statements should be pre-
pared in accordance with generally accepted accounting 
principles, there are unfortunately many instances of 
different applications of accounting principles in like situ-
ations, even within the same industry. This can cause 
widely differing results, which is illogical and detracts 
from the usefulness of financial statements, making intel-
ligent analysis very difficult. Progress in this area has been 
slow and much additional study is needed. While the 
problem is extremely complex, it is nevertheless soluble. 
The Canadian Institute of Chartered Accountants is tak-
ing the lead in studying ways and means by which the use-
fulness of financial statements can be enhanced. The co-
operation of individual companies in adopting the Insti-
tute's recommendations is important if the level of finan-
cial reporting is to be improved. 
(4) Consistency. Sound accounting principles, once 
adopted, should be applied consistently from year to year 
if the financial statements are to have real meaning. 
(5) Uniformity of presentation. The recommenda-
tions of the Institute's Committee on Accounting and 
Auditing Research on uniform presentation in financial 
statements are being adopted more and more by Canadian 
companies. This is most gratifying and it is to be hoped 
that before long substantially all Canadian companies will 
be using a uniform presentation. The result is better over-
all understanding of financial statements. 
(6) Comparative figures. Comparison of the current 
year's figures with those of the previous year is recom-
mended practice. 
(7) Materiality. In presenting figures in financial state-
ments, materiality is of great importance in that some 
figures may be combined with others if the amounts are 
not relatively significant. 
(8) Cents elimination. Since cents are not of signifi-
cance in financial statements, it is preferable that they be 
omitted. This also adds emphasis to the fact that account-
ing is more of a judgment process than a precise measure-
ment. In many cases this same reasoning can be used in 
rounding off figures to the nearest thousand dollars. 
(9) Companies Acts. The requirements of the govern-
ing Companies Act should be complied with. 
Because of the importance of uniform presentation in 
financial statements, it would seem useful to comment 
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here on the disclosure recommendations of certain finan-
cial statement items. Since the earnings statement is now 
recognized as being of special importance, measuring as it 
does the annual earning power of a business, it will be 
dealt with first. In this connection, it is worth noting that 
an increasing number of companies are placing the earn-
ings statement ahead of the balance sheet in the annual 
report. 
Earnings statement should disclose the following: 
(1) The sales figures. Canadian companies have been 
much slower than U.S. companies in adopting this prac-
tice, ostensibly on the grounds that the publication of 
such information would give an advantage to their com-
petitors. Because of the many available sources of business 
information (trade associations, market surveys, technical 
groups and others), it is likely that good estimates of sales 
figures can be obtained by competitors even though not 
published officially. This being so, there would appear to 
be no valid reason why sales figures should not be dis-
closed in annual reports. They are often significant in 
showing trends. 
(2) The details of cost of goods sold, and operating 
expenses. 
(3) The amount of, and method of determining, 
depreciation (often dealt with in a note to the financial 
statements). 
(4) Extraneous income should be shown separately 
from income from operations. 
(5) Non-recurring items of income and expense. 
(6) Interest expense on indebtedness, including the 
amortization of debt discount or premium and issue ex-
penses. 
(7) Income from investments. 
(8) Attention should be drawn to significant differ-
ences between reported earnings and taxable income 
(often dealt with in a note to the financial statements). 
(9) Income taxes. 
(10) Net earnings. 
The balance sheet should deal with the following: 
(1) The basis of determining the dollar amounts of 
assets should be adequately disclosed, with attention to: 
the market value of marketable securities; inventories ade-
quately described and the basis of determining their valu-
ation; the amount of the parent company's investment in 
subsidiary companies (and the basis of determining its 
valuation), which should be shown separately from ad-
vances made to subsidiary companies (the accounting 
practice followed in consolidated statements with respect 
to the profits or losses of non-consolidated subsidiaries 
should be shown, with disclosure of the amount of the 
increase or decrease in the parent's equity in its non-con-
solidated subsidiary companies since acquisition and also 
for the year under review as a result of profits, losses and 
dividends, to the extent that such amount has not been 
taken into the accounts of the parent company) ; the basis 
of determining the valuation of investments in affiliated 
companies; the basis of determining the valuation of 
fixed assets. 
(2) Prepaid expenses should be distinguished from 
deferred charges and the former included under current 
assets. 
(3) The terminology used should be adequate. The use 
of the term "reserve" should be restricted to the recom-
mendations of the Institute's Bulletin No. 9. Clear dis-
closure of the accumulated amount of deferred taxation 
should be given as recommended in Bulletin No. 10. The 
term "surplus" should be used as recommended in Bulle-
tin No. 11. 
(4) Issues and redemptions of share capital during the 
year should be disclosed as recommended in Bulletin No. 
14. 
Notes to the financial statements (which form an in-
tegral part of the financial statements) will take into ac-
count the following: 
(1) Notes should be used to avoid cluttering the bal-
ance sheet with detailed information. 
(2) There should be clear cross-referencing between 
the notes and the related financial statement item. 
(3) The principles used in consolidating the accounts 
of wholly and partly owned subsidiary companies should 
be disclosed, along with the names of the companies and 
the nature of their operations. 
(4) Particulars of any change in accounting principles, 
or their application, affecting the comparability of the 
current year's statements with those of the previous year, 
and the effect of such change on the net earnings of the 
year, should be shown. 
(5) Details of contractual obligations (including long-
term leases), which may require the outlay of abnormally 
large expenditures or which are likely to involve losses not 
provided for in the accounts, should be disclosed. 
(6) Details of any stock options outstanding as well as 
those granted during the year should be disclosed. 
Auditor's Report 
The report of the independent auditors serves to re-
assure shareholders and other readers of the creditability 
and acceptability of the financial statements. It should be 
read in conjunction with the financial statements since, if 
qualified, it could well make the financial statements less 
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meaningful or even, on occasion, completely unacceptable. 
Qualifications in auditors' reports are usually the result 
of: 
(1) Failure of the company to disclose essential infor-
mation in the financial statements or notes thereto. 
(2) Failure of the company to adhere to generally 
accepted accounting principles. 
(3) Disagreement between the company and the audi-
tor on the valuation of an item in the financial statements. 
Statement of Source and Application of Funds 
The statement of source and application of funds has 
come to be recognized as a very useful statement, summar-
izing as it does the inward and outward movements of the 
working capital of a business. It is to be found in the 
annual reports of an increasing number of important 
companies. 
Ten-Year Review 
An increasing number of companies are now preparing 
a ten-year summary (in some cases a shorter or longer 
period is used) of financial and other information. These 
summaries are extremely useful to shareholders and in-
vestment analysts alike. They should include similar in-
formation to that listed earlier under "Highlights of the 
Year". Where a company has been acquiring other com-
panies during the period, it is helpful if appropriate 
adjustments (with explanations where necessary) are 
made so that the year-to-year results will be as compar-
able as possible. In order that trends can be accurately 
interpreted, reference should be made to the effect on 
year-to-year figures of changes in accounting practices and 
of changes in dollar values. Reference should also be 
made to unusual items such as windfall profits or non-
recurring expenses. 
Company Information 
I t is the practice of many companies to include a sum-
mary section in their annual reports, directed not only to 
shareholders but also to their customers. This section, 
which is generally replete with colorful illustrations, 
provides a rundown on such things as products sold by the 
company with special emphasis usually placed on new 
products. The section often serves as a supplement to in-
formation given in the directors' report on such matters 
as research and development and community and em-
ployee activities. 
The annual report, which is normally addressed to the 
shareholders alone, but on occasion to employees and 
customers as well, serves as a record of a business, and is 
accordingly a means by which the effectiveness of man-
agement in discharging its responsibilities can be ap-
praised. While the annual report is concerned primarily 
with the more important transactions of the particular 
business, and its financial condition, it is also a means by 
which customer and community activities can be pub-
licized. 
The literary standard of the annual report should be 
maintained at a high level. Its composition should be 
clear and meaningful; excess verbiage and ambiguity 
should be avoided. The discerning use of color, pictures, 
graphs and charts can add immeasurably to its effective-
ness. It is not necessary, however, that an annual report 
be elaborate to be effective. 
The annual report portrays to the reader, whether 
shareholder, employee, customer or analyst, an image of 
the company and its people. This image can be consider-
ably enhanced if the report gives full disclosure and the 
impression of complete sincerity and integrity. 
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